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PROFIT-SHARING AND COOPERATION. 

I. 

It is a significant fact that most economists who have dealt 
with this subject have favored profit-sharing and have been skep- 
tical as to the merits, or at least the possibility, of cooperation ; 
while, on the other hand, sociologists, or those who have taken 
a more comprehensive view of social and economic relations, 
have pronounced in favor of the latter, and have viewed profit- 
sharing, if with any favor at all, as a temporary palliative of very 
restricted applicability at best. There are those who have taken 
a middle ground, believing that cooperation was the ultimate 
ideal to be reached through an extensive development of profit- 
sharing. No doubt one class has considered too exclusively the 
economic difficulties of cooperation, and the other too exclusively 
its social and moral advantages, whereas neither consideration 
should be overlooked. It is the economic difficulty of selecting 
and retaining the requisite managerial ability by a group lacking 
the necessary intelligence, foresight, and self-control that the 
one class has emphasized ; it is the social insufficiency of the 
principle underlying profit-sharing, the economic difficulties of 
its universal application, and more than all else the obstacle 
offered by the defective, or at least unsymmetrical, moral char- 
acter of those upon whom its introduction and continuance 
depend, that the other class of students has considered. 

John Stuart Mill closes his chapter on the "Probable Future 
of the Laboring Classes" with the following paragraph on this 
subject: "The value of this 'organization of industry' for heal- 
ing the widening and embittering feud between the class of 
laborers and the class of capitalists must, I think, impress itself 
by degrees on all who habitually reflect on the condition and 
tendencies of modern society. I cannot conceive how any such 
person can persuade himself that the majority of the community 
will forever, or even for much longer, consent to hew wood and 
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draw water all their lives in the service and for the benefit of 
others, or can doubt that they will be less and less willing to 
cooperate as subordinate agents in any work when they have no 
interest in the result, and that it will be more and more difficult 
to obtain the best work-people, or the best service of any work- 
people, except on conditions similar in principle to those of M. 
Leclaire. Although, therefore, arrangements of this sort are 
now in their infancy, their multiplication and growth, when once 
they enter into the general domain of popular discussion, are 
among the things which may most confidently be expected." 1 

The gravity of the condition here set forth is not overesti- 
mated. Nor has it become any less critical since the days when 
Mill wrote ; rather the reverse. And yet the concluding sentence 
must be classed with the many other unfulfilled prophecies of eco- 
nomics and other social sciences, all illustrative of the extreme 
unreliability of social prevision in the present stage of social 
knowledge. Such failures of prophecies do not detract from the 
motives prompting them, nor from the wisdom of the author, 
but do emphasize the fact, to which conclusion we must come, 
that profit-sharing, however commendable in isolated instances, 
is of very limited applicability under our present industrial sys- 
tem, and offers no adequate means of escape from that system. 

A discussion of profit-sharing still earlier than Mr. Mill's is 
that of Charles Babbage in his Economy of Manufactures. By 
some this is held to be the origin of the idea. The prophetic 
element of this discussion had a more happy outcome than many 
such, for there have been many realizations of the system here 
expounded as ideal. 

It has been held that the " academic " influence upon the 
cooperative movement has been injurious ; even the influence of 
its friends. But the reverse is certainly true of profit-sharing. 
Most extensively advertised and most highly commended by 
nearly all the systematic economists since Mill, it owes to them 
much of its strength, at least its publicity and the general favor 
in which it is held. 

Mr. Mill's opinion is still the general one. General Walker, 
■J. S. Mill, Principles of Political Economy, Book IV, chap. 7. 
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after an unfavorable discussion of cooperation, says in regard to 
profit-sharing: "That something of the sort is practicable, with 
the exercise of no more of patience, pains, and mutual good faith 
than it is reasonable to expect of many employers and many 
bodies of workmen, I am greatly disposed to believe. Many 
experiments, and probably much disappointment and some fail- 
ures, will be required to develop the possibilities of this scheme 
and determine its best working shape, yet in the end I see no 
reason to doubt that such a relation will be introduced exten- 
sively with the most beneficial results." 1 General Walker's pro- 
nounced views are no doubt due to the great emphasis which he 
places on the functions of the entrepreneur. 

Mr. Cairnes holds "that the condition of any substantial 
improvement of a permanent kind in the laborer's lot is that the 
separation of industrial classes into laborers and capitalists which 
now prevails shall not be maintained ; that the laborer shall 
cease to be a laborer — in a word, that profits shall be brought to 
reinforce the wages fund;" 2 "that he should be, in one way or 
other, lifted out of the groove in which he at present works, and 
placed in a position compatible with his becoming a sharer in 
equal proportion with others in the general advantages from 
industrial' progress." 3 The solution advocated is that the work- 
men become cooperators, that is, capitalists on a small scale. 
But the process is not through profit-sharing, as with others, but 
by means of saving. To this the " chief obstacles in the way are 

not physical, are not economical, but moral or intellectual 

Cooperation — the contribution by many workmen of their savings 
toward a common fund which they employ as capital and cooper- 
ate in turning to profit — constitutes the one and only solution of 
our present problem ; the sole path by which the laboring classes 
as a whole, or even in any large number, can emerge from their 
condition of mere hand-to-mouth living, to share in the gains 
and honor of advancing civilization." 4 

Professor Jevons takes the other view, and agrees with most 

■F. A. Walker, The Wages Question, p. 281. 

2 Cairnes, Leading Principles of Political Economy, p. 284. 

3 Ibid., p. 285. *Iiid., p. 289. 
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of the economists in favoring profit-sharing, " There can be no 
doubt," he says, "that the soundest possible solution of the labor 
question will eventually be found in such a modification of the 
terms of partnership as shall bind the interests of the employer 
and workmen more closely together. Under such a system the 
weekly wages would be regarded merely as subsistence money 
or advances which the employer would make to enable the laborer 
and his family to await the completion of the interval between 
manufacture and sale. The balance of the value would be paid 
at the end of the year or half year in the form of a dividend or 
bonus, consisting in a share of all surplus profits realized beyond 
the necessary charges of interest, wages of superintendence, cost 
of depreciation of capital, reserve to meet bad debts, and all 
other expenses of production for which the employer can fairly 
claim compensation." 1 Elsewhere he says: "The partnership 
scheme is, I believe, by far the truest form of cooperation. I do 
hope very much from cooperation in many forms, but the name of 
the thing will not be sufficient ; the real interest of all employed 
must be enlisted, if cooperative societies are to prosper and grow. 
.... It is well understood that a successful military leader must 
be perfectly unfettered in judgment and supreme in executive 
power ; and yet he must manage to earn the confidence and 
devotion of his men. It is to a position resembling this that the 
Messrs. Briggs seem to me to have raised themselves by the 
courageous adoption of a true principle, and I do believe that, 
when their example is followed, our workshops and factories 
will become so many united and well-organized regiments of 
laborers. Good leaders will seek good men, and good men in 
return will seek good leaders. We shall have an honorable 
rivalry between one firm and another as to which shall get the 
best men and pay the best dividends." 2 The unfortunate failure 
of the system adopted by the Messrs. Briggs is the most striking 
comment upon this prediction. It is evident that in this Pro- 
fessor Jevons does not look beyond the present militant organi- 
zation of industry upon a despotic basis, while Professor Cairnes 

1 The State in Relation to Labor, p. 142. 
3 Methods of 'Social Reform, p. 142. 
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does look forward to a truly democratic organization, though 
order and system must, of course, still be an essential feature. 

Professor Fawcett takes a middle ground, advocating profit- 
sharing as a transition stage to cooperation. Speaking of the 
Briggs experiment he says : " In this case it will be again per- 
ceived that the portion of profits allotted to workmen does not 
diminish, but, on the contrary, greatly increases, the gain of the 
employer. From this circumstance it may confidently be hoped 
that these copartnerships will so rapidly extend as to funda- 
mentally change the economic relations now existing between 

employer and employed Ultimately it may be hoped 

that there will be so much moral and social advancement as to 
enable a perfect union between capital and labor to be estab- 
lished ; this is secured when laborers supply all the capital which 
is required to sustain the industry in which they are engaged. 
When this is accomplished there is cooperation in its highest 
form." 1 

Professor Marshall's opinion is substantially the same. There 
is, he says, " de facto some sort of profit- and loss-sharing between 
almost every business and its employes ; and perhaps this is in its 
very highest form when, without being embodied in a definite con- 
tract, the solidarity of interests between those who work together 
in the same business is recognized with cordial generosity as a 
result of true brotherly feeling. But such cases are not very 
common ; and, as a rule, the relations between employer and 
employed are raised to a higher plane both economically and 
morally by the adoption of the system of profit-sharing, espe- 
cially when it is regarded as but a step toward the still higher, 
but much more difficult, level of true cooperation." 2 In another 
place, speaking of the future of cooperation, the same author 
writes: "Enough has been said to show that the world is only 
just beginning to be ready for the higher work of the coopera- 
tive movement, and that its many different forms may therefore 
be reasonably expected to attain a larger success in the future 
than in the past, and to offer excellent opportunities for work- 

1 Manual of Political Economy, p. 253. 

s Marshall, Principles of Economics, p. 755- 
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ingmen to practice themselves in the work of business manage- 
ment to grow into the trust and confidence of others, and 
gradually rise to posts in which their business abilities will find 
scope." " 

Most recent economic writers agree in taking this more com- 
prehensive view of their subject, and as a result these judgments 
are based upon a consideration of social forces other than eco- 
nomic, quite as much as is the case with those who write from 
the sociological viewpoint. Two further illustrations will suffice. 

Professor Clark premises the identity of interests of capital- 
ist and laborer in production, and the antagonism of interests in 
distribution. The adjustment of these antagonistic interests is 
first made by competition. But competition, which at first is a 
fair rivalry, becomes a bitter struggle and finally an open war- 
fare. This is succeeded logically, and is being succeeded in 
reality, by arbitration. But, while arbitration is a substitution 
of justice for force, yet attention is concentrated on the terms of 
division of the joint product. This in time tends in the direc- 
tion of antagonisms, and also fails to secure the largest product 
for division. Both competition and arbitration emphasize the 
element of antagonism. But profit-sharing and cooperation 
emphasize the element of harmony. Profit-sharing, being the 
stage intermediate between arbitration and cooperation, has this 
advantage of cooperation that it blends the two classes, the 
employer and the workmen ; for the workman becomes, in con- 
nection with the employer, an entrepreneur, though not a capital- 
ist. Yet the organization and direction of the business retain 
most of the advantages of the preceding systems. Most of 
Professor Clark's illustrations are in reality product-sharing ; 
therefore constitute a substitute form for the wage system, 
really preceding it, and are not a modification of the wage sys- 
tem at all. But profit-sharing, as a modification of the wage 
system, is favored because it is a means of transition to true 
cooperation. 

The following quotation summarizes this opinion : "In some 
fields it [profit-sharing] has proved superior to competition at 

1 Principles of Political Economy, p. 387. 
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its best ; it will easily excel, in many more fields, the wreck of 
the old system with which it is now brought into comparison. 
If a corporation were to adopt the share system in dealing with 
its employes, and were to pay the amount given to them, in 
excess of daily wages, in the form of stock, the effect would be 
to gradually transmute the partial cooperation into the complete 
form. New establishments started on this plan have, as a rule, 
perished in their infancy. Experience has shown that the mor- 
tality among them is increased by loans of capital made to 
them either by governments or by philanthropic societies. Such 
loans strain the enterprises at their weakest point, namely, their 
general management. Profit-sharing retains the experienced 
employer as the general director, and enlists the interest of 
every workman in the oversight of details within his province. 
Full cooperation, unless established by the gradual method 
above spoken of, renders a managing committee necessary, and 
the inexperience of the men selected for this function imperils 
the enterprise." 1 

Professor Hadley considers some form of collective property 
necessary to supply the motive to industry and thrift hitherto 
supplied by the opportunity offered to all workmen to save and 
become independent producers, and perhaps employers. The 
possibilities of saving are just as great now as during the past 
generation, but it takes so much more to become a capitalist 
that this motive does not work now as then. Thus the great 
advantage of private property is neutralized and must be sup- 
plied by some form of collective property, if there is to be 
advance out of the present conditions. Stock-holding by 
employes, profit-sharing, and cooperation are such forms now 
on trial. However, profit-sharing is disappointing, because the 
opportunity to increase wages at the expense of the employer is 
slight, and the extra profit is so small when divided among a 
large operating force. Both profit-sharing and cooperative pro- 
duction will meet with little success where the laborer already 
puts forth the maximum of effort, as is quite largely the case in 
England and the United States. On the continent, both for this 

•J. B. Clark, The Philosophy of Wealth, pp. 187, 188. 
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reason and because accustomed to paternalism, these schemes 
will meet with greater success. From certain forms of consu- 
mers' cooperation, especially that of governmental management 
and control, Professor Hadley seems to hope for better results. 
At least when there are not opportunities for considerable gain, 
profit-sharing is to be condemned as only multiplying the occa- 
sions for misunderstandings between the employer and his work- 
men. 1 

Mr. Herbert Spencer affords a fair type of the class of socio- 
logical critics. Profit-sharing is merely one variation of many, 
cooperation being the one among these to be developed by 
evolutionary forces. Mr. Spencer finds the great obstacle to the 
success of the present form of cooperation to be the injurious 
effects of "trade-union" ideas, especially as to piece-work wages. 
He suggests as a solution of the difficulties industrial coopera- 
tion on the basis of piece work ; the rate of remuneration being 
somewhat lower than that which, at the ordinary speed of pro- 
duction, would give the ordinary wage. The workman then 
exists in a double capacity, as a unit in the body taking the 
place of the employer, and as an employe of that body, partici- 
pating, in both capacities, in the product of his labor. Then 
can there be no rivalry of interests between the two capacities, 
and in the one capacity or the other he will receive the full 
returns upon his labor. In regard to such a system Mr. Spencer 
concludes : "What would be the character of these arrangements, 
considered as a stage in industrial evolution ? We have seen 
that, in common with political regulation and ecclesiastical regu- 
lation, the regulation of labor becomes less coercive as society 
assumes a higher type. Here we reach a form in which the 
coerciveness has diminished to the smallest degree consistent 
with combined action. Each member is his own master in 
respect to the work he does, and is subject only to such rules, 
established by the majority of the members, as are needful for 
maintaining order. The transition from the compulsory cooper- 
ation of militancy to the voluntary cooperation of industrialism 

1 A. T. Hadley, Economics; an Account of the Relations between Private Welfare 
and Public Property, chap. 12, "Co-operation." 
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is completed. Under present arrangements it is incomplete. A 
wage-earner, while he voluntarily agrees to give so many hours' 
work for so much pay, does not, during the performance of his 
work, act in a purely voluntary way : he is coerced by the con- 
sciousness that discharge will follow if he idles, and is some- 
times, more manifestly, by an overlooker. But under the 
arrangement described his activity becomes entirely voluntary. 

" Otherwise presenting the facts, and using Sir Henry Maine's 
terms, we see that the transition from status to contract reaches 
its limit. So long as the worker remains a wage-earner, the 
marks of status do not wholly disappear. For so many hours 
daily he makes over his faculties to a master, or to a cooperative 
group, for so much money, and for the time is owned by him or 
it. He is temporarily in the position of a slave, and his over- 
looker stands in the position of a slave driver. Further, a rem- 
nant of the regime of status is seen in the fact that he and other 
workers are placed in ranks, receiving different rates of pay. 
But, under such a mode of cooperation as that above contem- 
plated, the system of contract becomes unqualified. Each mem- 
ber agrees with the body of members to perform certain work 
for a certain sum, and is free from dictation and authoritative 
classing. The entire organization is based on contract, and each 
transaction is based on contract." 1 Such an opinion is not 
unobjectionable, but our only concern, at present, is Mr. Spen- 
cer's view. 

But what of the possibility for the realization of these vari- 
ous ideals ? And here the sociologist and economist agree for 
the most part. The difficulties in the way of realization of 
either profit-sharing or the higher form of cooperation are not 
really economic, but moral. Mill, Marshall, Fawcett, Jevons, and 
Cairnes practically agree, as the latter states, that "the obstacles 
in the way are not physical, are not even economic, but moral, 
or intellectual ; or if economic, only in so far as economic 
results depend on intellectual and moral conditions." And 
Spencer comes to the conclusion that "the practicability of 
such a system depends on character." Continuing, he says : " It 
1 Spencer, Principles of Sociology, Vol. Ill, pp. 571, 572. 



602 THE AMERICAN JOURNAL OF SOCIOLOGY 

has been variously shown that higher types of society are made 
possible only by higher types of nature ; and the implication is 
that the best industrial institutions are possible only with the 
best men. Judging from the temporary success which has been 
reached under the ordinary form of cooperative production, it is 
inferable that permanent success might be reached, were one set 
of the difficulties removed ; leaving only the difficulty of obtain- 
ing honest and skillful management. Not in many cases, how- 
ever, at present." * 

Such difficulties are found in the nature of both classes 
engaged in industry : in the case of employers, difficulties grow- 
ing out of inherent selfishness, intensified by the schooling given 
by the present industrial system ; and on the part of the 
employes, difficulties founded in the same inherent selfishness, 
intensified by ignorance. With both classes there exists a pre- 
judice and narrowness of view into which both ignorance and 
selfishness enter. These difficulties can be removed only by 
education and the development of character. In the case of 
cooperation such difficulties seem no greater than with profit- 
sharing. In fact, they seem more pronounced in the less highly 
developed system ; for selfishness united with intelligence may 
be more difficult to overcome than the selfishness and prejudice 
that are the outgrowth of ignorance. 

Postponing a further discussion of this phase of the subject, 
there is a second relation between cooperation and profit-sharing 
that is deserving of attention. 

Paul Monroe. 

Teachers College, 

Columbia University. 

'Spencer, Principles of Sociology, Vol. Ill, pp. 573, 574. 
(To be continued.) 



